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Dear Stockholder: 

I am pleased to report that we have completed a successful 
year. We continued to improve our operations during fiscal 
1964-65, and the results of our efforts are reflected in our 
financial statements for the year. 

In the twelve months ended February 28,1965, our volume 
of business expanded to a record high of $35,258,415. We 
earned $1,204,517 before applicable income taxes, and 
$774,517 after tax provisions, equal to $1.28 on each of the 
605,479 common shares currently outstanding. 

Because we changed our fiscal year in 1963 from June 30 to 
February 28, it is impractical to try to make a twelve months' 
comparison. In the eight months of the previous year, how¬ 
ever, our volume was $21,861,578 with net earnings after 
taxes of $408,707, which was 68 cents a common share. 
Included in the previous year's financial result were special 
charges relating to the closing of leased departments in dis¬ 
count stores, as well as a special income tax liability. During 
our operation of leased departments in discount department 
stores (a new type of selling), we discovered the necessity 
of making substantial changes in our entire basic operating ap¬ 
proaches. We observed that our type of better merchandising 
did not belong in those kinds of retail units. In exploring 
these various new retail approaches, the lesson was an expen¬ 
sive one but we have absorbed all the costs involved. 

Looking toward the future, and to participate properly in a 
burgeoning, vital economy such as ours, it is necessary for 
us to improve our operation constantly by proffering finer 
products, and to cover a greater portion of the markets we 
serve. We have built a dynamic functioning organization 
which we believe is important to future potential. 

In recent months, this expansion has had four specific as¬ 
pects. The first aspect has been in our traditional operations. 
Viewed on an over-all basis, the business and profits of our 
retail units expanded on a year-to-year basis during fiscal 
1964-65. In September, 1964 we added the 42-unit Rudolph's 
Jewelers chain to the 97 stores we were operating at the 
beginning of the fiscal year (plus 23 associated Kay Jewelry 
Stores in California). Rudolph's Jewelry Stores provided us 
with market representation in an area where we were not par¬ 
ticularly strong (locations are graphically depicted in other 
parts of this report). In addition, we could foresee substantial 
operational economies to be derived from the acquisition 
by eliminating the duplications in Rudolph's and Kay's in 
the areas of advertising, bookkeeping, and buying expenses. 
The current fiscal year upon which we have just embarked 
should reflect substantial progress from the benefits contem¬ 
plated from the acquisition and integration of Rudolph's 
Jewelry Stores. 

During the fiscal year 1964-65, we opened six new jewelry 
stores. 

The second aspect of our operations involves distribution. 
Our wholly-owned subsidiary, Fairfax Distributing Company, 
Inc., supplies us with national brand merchandise. In addition 
to supplying the Kay organization, Fairfax Distributing Com¬ 
pany, Inc. has been expanding its services to outside retailers, 


which could represent an area of future growth for this sub¬ 
sidiary. 

Our third area of expansion has been entered through our 
S-1 Division which manufactures and distributes a home clean¬ 
ing system. During the past twelve months we have expended 
substantial effort to strengthen S-1's manufacturing, merchan¬ 
dising, and national franchising programs. In an area which 
involves new products and new distribution techniques, it 
was quite natural that we lost money during the building 
period which was 1962-63. However, in the past twelve 
months, S-1 made a modest contribution to the parent com¬ 
pany. We are very much encouraged about its prospects in 
the current year. 

The fourth area for growth of Kay Jewelry Stores involves 
support of the other three. In our headquarters in Washing¬ 
ton, D. C. are housed the staff functions which serve all our 
stores and all our divisions. In the past twelve months we 
made good progress in expanding our accounting controls, 
and in every way enlarging the capabilities of our entire 
headquarters staff. Our advertising approach has been com¬ 
pletely changed to direct its appeal toward the modern, 
sophisticated customer who is our prime target today. Results 
from this changed approach have been most satisfactory. 

I thought it would be of interest to have pictured for you, 
in the ensuing pages of this report, some of the people 
responsible for your Company's operations. 

Our current financial condition is good. As the tabulations 
show, our working capital at the end of the fiscal year was 
$17,184,822, and our current ratio was 2.5. In reflection of the 
improved financial position of the Company, and as an indi¬ 
cation of our feelings about the future, the Board of Directors 
resumed the payment of common dividends in March, 1965, 
placing our common stock on a 50-cent annual dividend 
basis. 

In summary, I am optimistic about the future. We have a 
fine and youthful organization which is geared to handle an 
even larger volume of business. It is my belief that the current 
year will result in higher volume and higher profits than in 
1964-65. During the year we contemplate adding to our roster 
of stores. At the moment there are twelve additional units that 
will open shortly. We are very much interested in attractive 
acquisitions that will prove beneficial to this Company. At 
this writing we are in the midst of three negotiations, and if 
one or more of them materialize, they will lend substantially 
to volume and profit of the current year's basic operation. 

I want to express my thanks to all our employees, our 
shareholders, our customers, indeed all our friends, for their 
diligent efforts in our behalf. 


Respectfully submitted, 


Up i). iL 



5/10/65 


Cecil DfKaufmann 
President 
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Kay Jewelry Stores and 
associated stores are located 
in these principal cities 
from coast-to-coast. 


ALABAMA 

Birmingham 

CALIFORNIA 

Buena Park 
Burbank 
Daly City 
Redondo Beach 
Hayward 
Lakewood 
Long Beach 
Los Angeles 
Oakland 
Sacramento 
San Diego 
San Francisco 
San jose 
San Leandro 
San Mateo 
Sunnyvale 
Van Nuys 
West Covina 
CONN. 


♦ 


A 
♦♦ ♦ 


♦ 


Hartford 
New Britain 
Norwich 
Waterbury 

D.C. 

Washington 

DELAWARE 

Wilmington 

FLORIDA 

Fort Myers 

jacksonville 

Lakeland 

Leesburg 

Palatka 

Sarasota 

Winter Park 


GEORGIA 

KENTUCKY 

Quincy 

Brooklyn 

Oneonta 

Athens 

Louisville 

Salem 

Buffalo 

^ Oswego 

Atlanta 

Pleasure Ridge Park 

Springfield 

Endicott 

Poughkeepsie 

Decatur 

MARYLAND 

Waltham 

Fulton 

Port Jervis 

Marietta 

Hagerstown 

Worcester 

Glens Falls 

Rochester 

Rome 

Hyattsville 

NEW JERSEY 

Gloversville 

Rome 

ILLINOIS 

Marlow Heights 

Audubon 

Hudson 

Syracuse 

Peoria 

MASS. 

Jersey City 

Ithaca 

Troy 

Springfield 

Boston 

NEW YORK STATE 

Jamestown 

Utica 

INDIANA 

Brockton 

Amsterdam 

Jamaica, L.I. 

Valley Stream, L.l. 

Evansville 

Greenfield 

Albany 

Kingston 

Watertown 

Fort Wayne 

Lawrence 

Auburn 

Latham 

Wellsville 

Gary 

Lynn 

Batavia 

Manhattan 

NORTH CAROLINA 

Hammond 

New Bedford 

Binghamton 

Middletown 

Charlotte 

Indianapolis 

North Adams 

Bronx 

Norwich 

Fayetteville 
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Kay Jewelers 
serving the public 
across America... 


Greensboro 
Winston Salem 
OHIO 
Columbus 

OKLAHOMA 

Duncan 

Midwest Cjt)/- 
Oklahoma City 
Ponca City 
Shawnee 

PENN. 


King of Prussia 
Lancaster 
McKeesport 
Pittsburgh 
Reading 
York 

RHODE ISLAND 

Providence 

TENN. 

Alcoa 

Chattanooga 

Clarksville 


Your company looks with pride upon a 
49 year record of continued growth. From 
the opening of the first Kay Jewelry Store 
in Reading, Pa. in 1916, we have grown 
into a national organization serving Amer¬ 
ica from coast-to-coast. To our customers, 
our shareholders, our Directors and our 
staff, we express appreciation for their 
continuing support. Our entire organiza¬ 
tion joins in pledging our best efforts in 
the coming fiftieth year and in the years 
thereafter. 


Oak Ridge 

TEXAS 

Abilene 

Corpus Christi 

Lubbock 

Odessa 

Sherman 

VERMONT 

Rutland 

VIRGINIA 

Alexandria 

Arlington 






Allentown 

Indiana 

Johnstown 


Knoxville 

Madison 

Nashville 


WEST VA. 

Charleston 

Huntington 


Eight stores in New York metropolitan area 
Jen stores in Washington , D C. metropolitan area 
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THE 

CALIFORNIA 

STORES 


Kay Jewelry Stores of California are associated in 
areas of buying, merchandising, and close coopera¬ 
tion with Kay Jewelry Stores, Inc. 



CALIFORNIA 


Buena Park 
Burbank 
Daly City 
Hayward 
Lakewood 
Long Beach 
Los Angeles 
Oakland 
Redondo Beach 


Sacramento 
San Diego 
San Francisco 
San Jose 
San Leandro 
San Mateo 
Sunnyvale 
Van Nuys 
West Covina 
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NEW YORK 

Amsterdam 

Albany 

Auburn 

Batavia 

Binghamton 

Endicott 

Fulton 

Glens Falls 

Gloversville 

Hudson 

Ithaca 

Jamestown 

Kingston 

Latham 

Middletown 

Norwich 

Oneonta 

Oswego 

Poughkeepsie 

Port Jervis 


On Sept. 1, 1964, Kay Jewelry Stores, Inc. purchased 
Rudolph's Jewelers chain as an entirety (which 
operates in 36 cities in 5 states), in what we believe 
was the largest single acquisition of retail stores in 
this industry. 



STATE 

Rochester 

Rome 

Syracuse 

Troy 

Utica 

Watertown 

Wellsville 

NEW JERSEY 

Jersey City 

MASSACHUSETTS 

Greenfield 

North Adams 

VERMONT 

Rutland 

FLORIDA 

Ft. Myers 

Lakeland 

Leesburg 

Pilatka 

Sarasota 



































FAIRFAX 

DISTRIBUTING COMPANY 


E. J. HEINLY 

Manager of Display Production 


W. STANGE 


TED GALENTINE 
Director of 
Advertising Creation 


A. O. MICHAUD 
Director of 

Advertising Production 


nager 


TMENT 


j. R. STONER 

Wmtr, 


SIMON HIRSHMAN 
Secretary and Counsel 


executive headquarters 

KAY JEWELRY STORES, INC. 

The Kay Jewelry Stores are centrally managed from 
our headquarters in Washington, D.C. In addition to 
Officers and Directors, in the executive office is/qur 
complete management staff consisting of Divisional 
General Managers and Supervisors of the retail out¬ 
lets, a fully automated Accounting Department, the 
Advertising Department, Buying Offices, Legal Divi-^ 
sion, Personnel Division, and the Real Estate Depar 
ment. Also located in the metropolitan area are o 
Warehouse and the Kay Display Division. 


F. HAMILTON 
Director of Personnel 


J. BUGG 
President S-1 Division 

















KAY JEWELRY STORES, INC., 



CURRENT ASSETS: 




Accounts and notes receivable (Note D): 

Customer instalment balances (a portion of 

which is due after one year) . 

Trjrlp arrnnnfc And nntPQ . 

.$16,427,120 

. 1,654,741 


$18,081,861 

. 993,000 

Merchandise inventories, at the lower of 
cost or market, as determined principally 




TOTAI C1JRRFNT ASSETS 


OTHER ASSETS: 

Investments in, and advances to, associated companies 

(Note A) . 

Cash surrender value of insurance on lives of officers . 

1 Innmorti^pd diQrminl on SnntP . 

.$ 350,322 

. 272,780 

. 66,732 

\zti<rpl 1 a npm iq . 

. 588,251 

PROPERTY AND EQUIPMENT—at cost: 

Land . 

Rnildinp And hnildinp imnrnvpmpnK . 

. $ 50,000 

. 337,602 

1 PAQphnld And IpAQphnld imnrnvpmpntQ . 

. 1,837,876 

Fiirnitnrp And fivturPQ . 

. 2,088,657 

Automobiles . 

. 4,615 

Less accumulated depreciation .. 

$ 4,318,750 

. 2,145,553 




$ 738,017 

13,442 


17,088,861 

10,455,086 

176,990 


$28,472,396 


1,278,085 


2,173,197 


$31,923,678 
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and Subsidiary Companies 


LIABILITIES AND STOCKHOLDERS' INVESTMENT 


CURRENT LIABILITIES: 

Notes and loans payable: 

Commercial finance company (Note D). 

Current portion of long-term debt. 

Others . 

Dividends payable. 

Trade accounts payable. 

Accrued salaries and interest. 

State and federal income taxes (Note C). 

Federal excise and other taxes. 

TOTAL CURRENT LIABILITIES. 

DEFERRED FEDERAL INCOME TAXES (Note C). 

LONG-TERM DEBT: 

5V2% note payable due in equal annual instalments of 


$350,000, less current portion (Note D).$ 3,250,000 

Mortgage payable on land, building and building improvements, 
interest at 4V£%—payable in quarterly instalments of $4,063 on 
account of principal and interest until maturity in 1976, less 

current portion (Note G). 188,422 

5V2% subordinated debenture bonds due in twelve equal annual instal¬ 
ments beginning September 1, 1968. 1,315,000 


MINORITY INTERESTS IN SUBSIDIARY COMPANIES: 

Preferred stock.$ 449,325 

Common stock and surplus. 1,015,242 


STOCKHOLDERS' INVESTMENT: 

Capital stock, par value $1 per share (Note E): 

Authorized, 1,000,000 shares 

Issued, 703,882 shares less 98,403 held in treasury.$ 605,479 

Additional paid-in capital (no change during the year). 10,127,723 

Retained earnings (Note D). 1,941,006 


$ 6,874,632 
357,557 
94,805 
75,652 
2,213,971 
331,599 
176,781 
1,162,577 

$11,287,574 

1,743,907 


4,753,422 


1,464,567 


12,674,208 

$31,923,678 


See notes to financial statements. 




































Consolidated Earnings - Year Ended February 28 ,7965 


INCOME: 

Net sales (including $1,964,218 to associated 
companies) . 

Service fees, dividends, interest, and other income. 


COSTS AND EXPENSES: 

Cost of sales (including buying and occupancy 
expenses).. 

Administrative, publicity,and selling expenses. 

Interest expense. 

Earnings applicable to minority interests in sub¬ 
sidiary companies. 

Other. 


EARNINGS BEFORE TAXES ON INCOME... 

Provision for deferred federal income taxes 
(Note C).. 


NET EARNINGS 
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$21,495,920 

11,614,046 

802,475 

54,035 

87,422 


$32,436,940 

2,821,475 

$35,258,415 


34,053,898 
$1,204,517 
430,000 
$ 774,517 



See notes 
to financial 
statements 


































and Subsidiary Companies 


Consolidated Retained Earnings - Year Ended February 28 ,7965 


Balance, March 1, 1964. 

Add net earnings for the year 


Deduct dividends declared—12V£ cents per share 
Balance, February 28, 1965. 



$1,242,141 

774,517 

$2,016,658 

75,652 

$1,941,006 
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KAY JEWELRY STORES, INC., 



The accompanying consolidated financial statements include the financial statements of Kay 
Jewelry Stores, Inc. and its majority-owned subsidiary companies. 


A. Investments in, and 
advances to, 
associated companies: 

B. Merchandise 
Inventories: 


C. Federal Income taxes: 


I 

t 


The items included under this caption consist of loans ($88,660) and investments ($261,662) 
in the capital stock of 10 associated store corporations. The unaudited equity in the net assets of 
these store corporations amounted to approximately $345,000 at February 28, 1965. 

During the year ended February 28,1965, the Company included freight on merchandise pur¬ 
chased in inventory cost. In prior years, such freight costs were charged to operations as incurred. 
The effect of this change is an increase in net earnings for the year ended February 28, 1965 of 
$141,000. 

Gross margin on instalment sales is taken into income at the time the sales are made, that is, 
on the accrual basis. Provision for federal income taxes is made on such gross margin, including 
that portion deferred for federal income tax purposes. 

Federal income taxes are computed on an individual basis for each company included in the 
consolidated financial statements. When a company incurs a loss, a tax credit is recorded as a 
claim for refund of taxes in prior years or an adjustment of deferred income taxes accrued in prior 
years. To the extent that such credits are not available, no tax effect of the loss is recorded in the 
current year. 

No federal income tax payment will be required in connection with the consolidated tax return 
which will be filed for the year ended February 28, 1965, after giving consideration to prior years' 
accumulated losses of companies included in the consolidation. 



D. Notes payable: 


The notes payable to the commercial finance company and the 5*72% notes payable are 
secured by an assignment of all accounts and notes receivable. The loan agreements contain 
certain limitations relative to, among other things, the payment of cash dividends, purchase of 
the Company's capital stock, maintenance of consolidated current assets, as well as the main¬ 
tenance of a ratio of customers accounts receivable to outstanding notes payable. The amount 
of retained earnings of the Company available for dividends at February 28, 1965 was approxi¬ 
mately $474,000. 
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and Subsidiary Companies 


E. Stock options 
and warrants: 


F. Long-term leases: 


C. Contingencies: 



The Company has granted five-year options to purchase 25,000 shares of the Company's com¬ 
mon stock to the president of the Company. The option price is $9.90 a share, 110% of the mar¬ 
ket price at the date of grant, July 13,1962. All options to purchase shares are currently exercisable. 

On October 15,1959, the Company adopted a restricted stock option plan for the benefit of 
employees. Under the plan, 35,000 shares were reserved for issuance at a price not less than 95% 
of the market value at the date of grant. On September 23, 1964, the Company granted options 
to purchase 10,000 shares of the Company's common stock to certain employees at $10.87 a 
share, the market price at the date of grant. The options granted cannot be exercised prior to 
September 23, 1965. During the year September 23,1965 through September 23,1966, options can 
be exercised to the extent of 2,000 shares. After September 23, 1966, the options are fully 
exercisable. 


At February 28, 1965, companies included in the accompanying consolidated financial state¬ 
ments were lessees under 72 leases having terms of more than three years from that date with 
minimum annual rentals of $729,000 plus, in some cases, real estate taxes and, in certain instances, 
increased amounts based on percentages of sales. No individual lease is deemed significant in 
relation to the enterprise as a whole. 60 of such leases expire prior to February 28, 1975. 

In connection with an examination by the Internal Revenue Service, certain federal income 
tax deficiencies have been proposed which would substantially exceed amounts provided there¬ 
for. In the opinion of the Company and legal counsel, the amount ultimately found to be owing 
will not materially affect the financial status of the Company. 

1328 Realty Co., Inc., a wholly-owned subsidiary of Kay Jewelry Stores, Inc., is primarily 
liable for the mortgage in the amount of $391,957 on land, building, and building improvements 
leased to the parent company under a 15 year lease. This property is owned as a joint venture by 
1328 Realty Co., Inc., and Kay jewelry Stores Pension Trust. 

The Company is a defendant in a lawsuit in connection with a lease. In the opinion of the 
Company and its legal counsel, the lawsuit is without substantial merit and the amount of liabili¬ 
ty, if any, will not materially affect the financial status of the Company. 
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615 TOWER BUILDING 
WASHINGTON, D. C. 20005 

May 7, 1965 

Stockholders and Board of Directors 
Kay Jewelry Stores, Inc. 

Washington, D. C. 

We have examined the consolidated balance sheet of Kay Jewelry 
Stores, Inc. and subsidiary companies as of February 28, 1965, and the 
related consolidated statements of earnings and retained earnings for the 
year then ended. Our examination was made in accordance with generally 
accepted auditing standards, and accordingly included such tests of the 
accounting records and such other auditing procedures as we considered 
necessary in the circumstances. 

In our opinion, the financial statements referred to above present 
fairly the consolidated financial position of Kay Jewelry Stores, Inc. and 
subsidiary companies at February 28, 1965, and the consolidated results of 
their operations for the year then ended, in conformity with generally accepted 
accounting principles applied, except for the change, which we approve, in 
valuing merchandise inventories as described in Note B to the financial state¬ 
ments, on a basis consistent with that of the preceding period. 

Certified Public Accountants 
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1328 New York Ave., N.W., Washington, D.C. 



MARK A. FREEDMAN 


BENJAMIN B. GOLDING 


SIMON HIRSHMAN 

DIRECTORS... 

CECIL D. KAUFMANN 

DONALD J. KAUFMANN 


JOEL S. KAUFMANN 


BARTLETT PINKHAM 
(Associate: Allen & Co., New York, N.Y.) 


HAROLD D. TRATTNER 


CECIL D. KAUFMANN, President 


BENJAMIN B. GOLDING, Vice President 

OFFICERS... 

JOEL S. KAUFMANN, Treasurer 

SIMON HIRSHMAN, Secretary 

Auditors: 

TOUCHE, ROSS, BAILEY & SMART 

Washington, D.C. 


ANNUAL MEETING... 


The annual stockholders meeting will be held on the 4th 
Wednesday in September, 1965. Notice of time and place 
will be sent to all stockholders at a future date. 
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25 points 50 points 1 carat 2 carats 

(Vi carat) (Vi carat) (100 points) (200 points) 
$70 to $370 $129 to $800 $229 to $1,600 $1,000 to $5,500 
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Prices vary according to quality 
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quality and service, 
a tradition... 
for half a century 






























